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PHILIPPINES : 


KEY ECONOMIC INDICATORS 


All values in US$ Million unless otherwise indicated 
Exchange Rates (Average for periods covered): 


1976: US$1.00 = ~7.4402 

1977: US$1.00 = ~7.4028 

1978: US$1.00 = ~7.3658 

INCOME, PRODUCTION, EMPLOYMENT 

GNP at current prices c/ 

GNP at 1972 prices c/ 

Per capita GNP, current prices c/ 

Fixed capital formation on durable 
equipment, 1972 prices c/ 

Personal income, current prices c/ 

Indices: (1972=100) 
Mining (physical production) 
Manufacturing (physical production) 
Average Labor Productivity f/ 
Average Industrial Money Wage 

Labor Force (000 workers) 

Average unemployment rate (%) 


MONEY AND PRICES 
Money Supply c/ 
Interest rate (%) g/ 
Indices: Manila (1972=100) 
Wholesale prices 
Consumer prices 
BALANCE OF PAYMENTS 
Central Bank Gross Reserves h/ 
Outstanding External Debt 
Annual debt service burden i/ 
Annual debt service ratio (2%) 
Balance of Payments 
Balance of Trade 
Exports, f.0.b. 
U.S. Share (%) 
Imports, f.0.b. 
U.S. Share (%) 


Main imports from US (1978): 


1976 


17733.1r/ 
9857 .4r/ 
408.6r/ 


1116. 2r/ 
11586.4r/ 


114.2 
116.5 
201.2 
125.3 

16244 
5.0 


1622.9 
12.94 


210.3 
174.8 


1641.7 
5517.2 
474.0 
15.4 
-163.7 
-1117 
2517 
35.6 
3633.5 
Leek 


1977 


20527 .1p/ 
10530. 3p/ 
460.0p/ 


1083.9p/ 
13286. 2p/ 


130.0 
120.5 
Noa. 
134.2 
15200 
5.0 


2018.0 
12.58 


231.2 
188.6 


1525.4 
6562.7 
753.0 
16.9 
164.0 
-838 
3076 
35.0 
3914.8 
20.4 


1978 


23201.4a/ 
11197. 3a/ 
505.3a/ 


1170.5a/ 
15337.6a/ 


134.4 
126.5 
na. 
145.2 
16830 
6.4 


2300.6 
10.74 


247.0 
202.9 


1882.7 
7781.5 
937.0 
20.3 
-54.0 
-1307.3 
3424.9 
33.3 
4732.2 
21.2 


Percent 
Change d/ 


Materials imported on consignment basis for manufac- 


ture, $190.2M; Wheat and corn, $88.0M; Non-electrical machinery, $93.9M; Cotton, 
$32.7M; Tobacco, $27.6M; Motor vehicle parts & accessories, $26.3M; Internal combus- 
tion piston engines and parts, $22.2M; Aircraft and associated equipment, $20.3M; 
Paper and paperboard, $17.8M; and Miscellaneous chemical products, $16.2M. 


r/ Revised. 
Preliminary. 
Advanced estimates. 


Peso values converted to dollars using average exchange rate for the period. 
Percentage changes for data originally available in pesos were calculated 


using peso values. 


Net value added per employed person in manufacturing in 1972 prices. 


Weighted average of money market rates (borrowing and selling). 


& 

h/ Outstanding as of end of period. 
i/ On debt of over one year maturity. 
Sources: 


and Development Authority, and Ministry of Labor. 


Central Bank, National Census and Statistics Office, National Economic 





SUMMARY : 3 


The Philippine GNP grew by 5.8% in 1978, somewhat below the 6.3% achieved in 1977 
and short of the 7.5% GOP target. Growth increased slightly in the construction 
sector, was modest in manufacturing and agriculture, but decelerated markedly in 
the mining sector. Prices were up a moderate 7.6%. Reduced sugar exports and 
accelerating imports increased the trade deficit to $1.3 billion, and current 
account deficit to over $1.2 billion. An overall balance of payments deficit 

of $54 million compares to a $164 million surplus in 1977. External debt 
increased by 19%. Control of inflation, triggered by increases in prices of oil, 
will be a major policy concern for 1979. 


CURRENT ECONOMIC DEVELOPMENTS 


Production Growth Moderate, Below Target 


The Philippine economy grew in real terms by 5.8% in 1978, a slight slowdown from 
the 6.3% growth recorded in 1977 and short of the five-year plan target of 7.5%. 
Per capita GNP grew by 2.82. 


The National Economic and Development Authority (NEDA) estimates that manufacturing 
growth was 6.6%, down from 7.5% in 1977. This sector was led by chemicals, transport 
equipment, textiles and footwear. Food and beverages, the biggest subsector in 
manufacturing, showed modest growth while metal industries, leather, wood products 
and machinery were down. 


Private construction helped the construction sector, and with continued 
growth in government infrastructure works, resulted in 6.4 percent 
growth (6.1 percent in 1977). 


Growth in the agricultural sector was moderate at 4.3 percent, compared 
to 5 percent in 1977. Large gains were recorded in bananas, corn and 
poultry production. Although strong typhoons late in the year cut 

down growth in palay production to less than 1 percent, output still 
was high, which increased the exportable surplus of rice. Coconut 
production continued to decline while sugar production was down, 
primarily because of reduced shipments under the quota system of the 
International Sugar Agreement. Sugar prices continued to be depressed 
in the world market. Increasingly, stringent government policy on log 


exports and dwindling supply led to another year of decline in the 
forestry sector. 


There was a sharp drop in the growth of production in the mining sector, from 22% 
in 1977 to only 9%, primarily because production of copper was responding to low 

prices through most of the year. While gold production rode on record prices to 

post 37% growth, nickel was down by 27% - again in response to poor prices. 


Inflation in 1978, as measured by the consumer price index for Manila, stood at 
7.6%, a slight improvement from the 7.9% rate observed for 1977 and only slightly 
over the Government's target of 7%. The biggest increases were recorded in the 
prices of food items (8.3%) and clothing (10.3%). The wage picture was mixed, as 
the real wage index for skilled workers was up by 4%, but that of unskilled 
workers was down, also by 4%. 





Trade Deficit Swells, Borrowing Continues 


The 1978 trade account showed a reversal of the improvement seen the previous year, 
as the estimated deficit increased to $1,307 million from $839 million in 1977. 

An increased surplus in the transfers account and continued substantial inflows 

of foreign capital limited the overall payments deficit to $54 million, 

compared to a surplus of $164 million in 1977. 


Exports grew by a moderate 11.4%, to $3,225 million, compared to the 22% growth in 
1977. Although overall export prices improved by about 8%, exports declined by 

4 percent in volume. Sugar exports dropped sharply from sales of 2.5 million tons 
in 1977 to only 1.1 million tons -- the Philippine quota under the International 
Sugar Agreement (ISA). Earnings from sugar were down by about 60 percent from 
the previous year. Export earnings from coconut products increased 18 percent 
compared to an impressive 38 percent in 1977. Log exports were stagnant, but 
lumber and plywood grew by 27 percent and 76 percent, respectively; receipts from 
all forest products were up by 20.4 percent. Earnings from mineral product 
exports grew at a high rate of 25 percent as copper earnings improved. Earnings 
from some non-traditional exports posted an average 30 percent growth, parti- 
cularly clothing, cement, chemicals, and textiles. 


Imports on the other hand, rebounded from a relatively sluggish 7.7% growth in 
1977 to 20.9% in 1978, reaching $4,732 million. Import payments for unprocessed 
and semi-processed raw materials accounted for almost 80% of the increase in total 
imports. Increased investment and rdatively easy financing played important roles. 


The merchandise trade deficit, $1,307 million, is 56% higher than the previous 
year's deficit. The non-merchandise trade deficit was $270 million, and the 
transfer account surplus increased from $260 million to $312 million. The current 


account deficit of $1,266 million, compares to $827 million in 1977, and net capital 
inflows were $1,179 million, up from the 1977 level of $991 million. 


Central Bank gross official reserves stood at $1,882.7 million in December 1978, 
23.4% above the previous year-end level and equivalent to about 4% months of 
projected imports in 1979. Total outstanding external debt increased by 19% over 
the end-1977 level and stood at $7.8 billion by December 1978. The value of the 
peso changed very little with respect to the U.S. dolar in 1978. 


Policy Environment 


Estimates made by the Ministry of Finance indicate that national government 
expenditures grew by 12.5% to ~25.6 billion ($3,478 million), matching the growth 

of GNP, but 5.5% lower than the targeted level. Capital expenditures grew by 

25.6% (the infrastructure component grew by 45.2%), while operating expenses 

grew at a slower rate of 8.8%. Capital spending as a proportion of total GOP 
spending has increased from 19% in 1975 to 25% in 1978. Revenues rose by 20.6% 

to $20.45 billion ($2,776 million), leaving a deficit of ~5.1 billion ($692 million). 





The slowdown in growth of the government deficit, coupled with the decline in 
money Of external origin due to the lower growth of export receipts, pulled down 
the rate of increase in narrow money supply (M1) from 24 percent to 13.4 percent 
by the end of 1978. The yearly weighted average of money market rates continued 
to decline, to 10.74 percent from 12.58 percent in 1977. 


Energy: Two Significant Events 


January, 1979 saw the initiation of oil production at the Nido Complex off 
Palawan, which is expected to yield over 9 million barrels this year, meeting 
perhaps 11% of Philippine oil needs for the year. Oil and gas exploration 
continues, and thirty wells are planned for drilling in 1979. Also in January, 
the country's first commercial geothermal power plant, a 55 megawatt facility in 
Tiwi, Albay, was inaugurated. As outlined in a ten-year energy plan adopted 
last year, the government is now promoting development of geothermal, hydro- 
electric, coal, nuclear and non-conventional energy sources in order to reduce 
dependence on oil from 95% to 69% of the country's energy needs by 1987. The 
plan will cost about $13.6 billion over the ten-year period. 


Prospects for 1979: Moderate Growth, Pressure on Prices, Large Trade Deficit 


Controlling inflation and compensating for growth-inhibiting effects triggered 
by another round of oil price increases will probably be major policy concerns 
for 1979. President Marcos has recently indicated that GNP growth will be around 
6%, a lowering of aspirations from the 7.5% target set in the five-year develop- 
ment plan. A double-digit inflation rate is likely, as the combination of the 
oil price increase agreed by OPEC and the crisis in Iran, the recently-decreed 
increase in minimum wages of about 20%, and increases soon to come for rice, 
transportation, and basic commodities exert increased pressure on price levels. 


With no promise of more than mediocre export growth, and imports requiring 
continued vigorous growth to support the investment needs of the overall growth 
target, it is likely that the trade and current account deficits will again be 
well over $1 billion by the year's end, with capital inflows of about the same 
magnitude bringing the payments picture roughly into balance. The Central Bank 
will be borrowing about $500 million as part of its consolidated borrowing 
program and the GOP will be floating foreign bond issues. New external commercial 
borrowing this year will probably be slightly over $1 billion. 


Special Subject: Volatility of Traditional Exports 


Although the very impressive growth of non-traditional exports since 1970 makes 
them the most dynamic group in the external trade sector, traditional exports, 
historically the main foreign exchange earners for the Philippine economy, 
continue to account for a substantial share of total exports (70% in 1977). 

The traditional sector is still expected to account for 50% of exports by 1987. 
Four major traditional product groups - sugar, coconut, wood, and minerals 
accounted for about 64 percent of total exports in 1977. 





Sugar. The sugar industry rode on the crest of an unusually long and unprecedented 
price increase peaking at 64 cents per lb. in November 1974, to earn $737.4 million 
in exports, or 27% of total exports for that year. With record price levels stimu- 
lating a massive expansion in worldwide sugar production and a shift in major con=- 
suming countries to substitute sweeteners, bulging inventories pushed down prices 
and export values sharply to five-year lows in 1978. The average world market price 
of sugar in 1978 was 7.81 cents per 1b., down from 8.11 cents per lb. in 1977, and 
the value of sugar exports in 1978 was down to $189.4 million (just 6% of total 
exports) from $512 million in 1977. 


The future of the sugar industry is uncertain. The United States expected to ratify 
the International Sugar Agreement (ISA), which would remove some uncertainty from the 
market. The United States is the biggest market in world sugar trade and accounted for 
about half of Philippine exports in the past 5 years. However, use of high-fructose 
corn derivative syrups is increasing. 


Coconut Products. The Philippines accounts for two-thirds of the world’s copra 
exports and about 70% of coconut oil exports. It supplies more than 90% of U.S. 
imports of coconut oil. It is estimated that more than 3 million Filipinos 
depend directly on coconut growing for their main source of income. The share of 
coconut products to total exports has declined from 30% in the 1960s to about 25% 
in the 1970s, and this share is expected to be maintained in the next five years. 
In 1977, the value was $760.7 million, 24% of total exports. Important changes 
have been taking place in the product mix of Philippine coconut products. Coconut 
oil, which accounted for only 8.8% of coconut exports in 1960, increased its 
share to 54.2% in 1977, while the share of copra dropped from 77.8% in 1960 to 
26.4% in 1977. 


Increasing exports of coconut oil will not be easy. Cheaper oils, such as palm 
and soybean, and less expensive synthetic products can be substituted to some 
extent. While the world market is relatively open to copra trade, coconut oil 
faces trade barriers, especially in the EEC countries which impose a duty on 
coconut oil to protect their domestic crushing and refining plants. Development 
of new markets, particularly the Communist countries, could provide room for 
expansion of coconut products. 


Wood Products. Foreign exchange earnings from wood products (logs, lumber, 

plywood and veneer) over the period 1974-1978 averaged 9.7% of total annual 

export earnings, compared to 24.7% for the period 1969-1973. The share is 

expected to decline further to 5=7% due to a limitation on raw log exports and 

a diminishing supply situation. In 1978, the Philippines exported 1.3 million : 
cubic meters of logs; exports are expected to be 800,000 million cubic meters this 
year, and totally banned within 2 years. Wood products exports of $304 million in 
1977 consisted of logs (44 percent), lumber (22 percent), plywood (13 percent) and 
veneer (7 percent). 

The efforts of major producers of tropical hardwood to restrict exports of logs and 
increase the proportion of exports in processed form, together with the rising cost 
of securing exportable supplies to meet growing demand, are expected to result in 
sustained price increases of at least 20% annually until 1990. The value of wood 
exports may reach about $350 million in 1979, and grow at a moderate rate thereafter. 





Mineral Products: Minerals constitute 16% of total exports. Copper accounted for 
more than 70% of total mining production and a little more than 50% of mineral 
exports in 1977. The bulk of Philippine gold production derives from copper mining 
as a secondary product, and in 1978, record gold prices supported copper mining 
operations during the long period of soft copper prices. As with other primary 
and raw material exports, copper prices are highly volatile. Copper prices have 
been depressed since 1975 and remained so until late in 1978 when they started to 
pick up. Industry sources expect an improvement in the near term from about 70 
cents per lb. in 1978 to between 80 and 90 cents per lb. in 1979, as supply 
problems from Zaire, Zambia, Peru, and Iran bring down inventories to normal levels 
by the end of 1979, 


Mineral production will grow in 1979 as five new copper mines come on stream and 
Atlas, the country's largest copper producer, reaches full capacity. As a result, 
mineral product exports could grow by 14.5% in the next 5 years, led by gold 

and nickel in percentage, although copper exports would still account for more than 
half. 


IMPLICATIONS FOR U.S. BUSINESSMEN 


Investment Trends: Mixed 


Domestic investments in durable equipment and inventories recovered, from a -1.3% 
decline in 1977 to growth of 8.6% in 1978. The Securities and Exchange Commission 
(SEC) reported increases in both new equity investments and reinvested funds of 
over 100 percent over 1977 levels, while Board of Investment investment approvals 
(both local and foreign) increased by 48.5 percent (still below the record-level 
inflows in 1974). However, more comprehensive Central Bank figures for the first 
three quarters indicate a decline in foreign investments approvals of about 12 
percent from 1977. 

In a recent meeting with President Marcos, the foreign business sector expressed 
various complaints. These included the unpredictable changes in the investment 
rules (including the imposition of a 5 percent customs duty and 5 percent internal 
revenue tax on previously-exempt capital goods imports), together with government 
red tape, low productivity due to work attitudes and unscheduled holidays, and 
infrastructure difficulties from poor communications and inadequate power 

supplies, which all constitute disincentives to foreign investors in the 
Philippines. President Marcos promised improvements in the communications and 
postal system, suspended the order prohibiting the location of new industries 
within 50 kilometers of Manila, and indicated that there will be fewer holidays. 

To support the moderate growth targets for 1979, the Central Bank (CB) has announced 
that it will continue its low-interest policy to encourage domestic and foreign 
investments. The BOI is reported to be in favor of encouraging protected industries, 
particularly textile, rubber tires, and chemical and paper industries, to export their 
products by lowering tariff rates on these items and on associated inputs. The BOI 
is also reportedly willing to grant tax incentives to manufacturers of products not 
listed in the Export Priorities Plan who could export at least 50% of their sales. 





Major Projects 


Government public works projects will continue to affect growth for 1979, with 
Asian Development Bank and World Bank projects presenting significant opportunities 
for consulting services and equipment supply. Embassy coverage of major projects 
indicates that even though U.S. equipment is still desired for its high quality, 
this advantage tends to be offset by lower prices, attractive financing, and 
aggressive salesmanship by competitors. In some cases, joint ventures with local 
firms offer viable avenues for participation in major project opportunities. 


Eximbank/OPIC Visits to ASEAN 


The high-level investments mission to ASEAN countries oxganized by the Overseas 
Private Investment Corporation (OPIC) and the visit by John Moore, Chairman of the 
Export-Import Bank of the United States in the last quarter of 1978 were successful 
in pinpointing opportunities and problem areas. The OPIC visit has already resulted 
in some decisions to invest, while the EXIM visit afforded the opportunity to reaf- 
firm EXIM's commitment to more effective export financing for U.S. products. A new 
Eximbank credit facility will be initiated, and will support $100 million of exports 
to the Philippines. 


U.S.-RP-Trade 


The U.S. share of the Philippine import market was up to 21.2%, compared to a 
decade-low 20.4% in 1977, reducing the U.S. trade deficit with the Philippines. 
Although only modest economic growth is expected for 1979, significant sales 
opportunities continue to exist in high-growth sectors. We believe the best pros- 
pects lie in the following areas: pollution control instrumentation and related 
equipment, computers and peripheral equipment, printing and binding equipment, 


drilling equipment, scientific and industrial analytical equipment, health care and 
medical equipment, electrical power equipment, food processing and packaging equip- 
ment, and construction and materials handling equipment. 


ReEKKK 
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